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could talk for 20 minutes before a television and radio audience which num- 

bered many millions, on the subject of inflation without revealing that he had 
any inkling of the real problem or its solution. The only time during his talk when 
he even mentioned an intelligent solution was when he criticized “lobbyists” for 
Saying that “we can curb inflation without price control simply by tighter credit 
controls and higher taxes.” Had he advocated what he criticized his talk would 
have been much sounder from the standpoint of economics. 


I T is quite difficult for me to understand how a president of the United States 


For at least 5,000 years profligate governments have tried to prevent prices 
from rising when they paid government obligations with money or credit created 
out of nothing, and that substantially is what is done when governments spend 
money which is not taken from the general spending stream by taxation. Let’s 
always remember that inflation is an increase in the amount of money and credit 
in the hands of the buying public greater than the increase in the amount of goods 
and services for sale. No bureaucratic double talk can ever change this basic 
fundamental. When governments spend billions, these amounts eventually reach 
the consuming public in the form of wages and salaries. If the production of many 
of the wage earners is used on military supplies or on goods which are sent out of 
the country without any corresponding import of goods or services which the 
consuming public can buy, money and credit in the hands of the buyers increases 
faster than the goods and services in the market, and prices rise inevitably, until 
the total price of the goods and services available for purchase just balances the 
supply of money and credit. 


Price controls not only cannot prevent inflation, but, in the great majority of 
cases, increase the inflationary pressures for the following reason. There is no 
common cost of production for all producers of any given item. In every field 
there are necessarily high-cost producers and low-cost producers. The actual 
cost of production will vary with location, with producing equipment, with the 
efficiency of labor, with personnel policies, with inventive genius, and with man- 
agement ability. 


The cost for which goods are sold in the market place is always determined 
in a free market by the cost of the least efficient producer whose production is 
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necessary in order to meet the demand. The low-cost and most efficient pro- 
ducer does not set the price. If he did, no other production would be possible. 
If the ceiling price is set at a level which will provide a normal profit to the indus- 
try, it will necessarily eliminate from production a large number of producers 
whose costs are higher than this average. This will reduce still further the goods 


and services available for purchase and will increase the inflationary pressures on 
these items. 


Supply and demand in a free market are always substantially in balance, as the 
price on an article in short supply increases until the supply at that price will 
just equal the demand from those who are willing to pay that price. By setting the 
price any lower, the demand will exceed the supply, and any price control admin- 
istration can perpetuate itself in office by constantly setting prices on various 
commodities at points where only the low-cost producers will Stay in the field. 
If these low-cost producers were not able to expand their production under the 
most favorable conditions to capture the market being sold by the high-cost pro- 
ducers, it is not reasonable to suppose that they could expand under very much 
reduced profits to supplant the high-cost producers driven from the field by the 
price ceilings. If they could, the President, who in his television speech ex- 
pressed so much concern for the small business man, would find that the small 


business man who, in many cases, is the high-cost producer, was driven from the 
field. 


The President expressed much concern that the lobbyists claiming to repre- 
sent the cattle growers in the United States had stated that if ceiling prices were 
put on cattle, the cattle would not be sent to market. He pointed out that cattle 
prices are way above parity and that even under the ceiling price they would still 
be considerably higher than the parity price. 


Here, again, it seems to me that the President fails to realize that cost of 
production varies for different producers. This is as true in the production of cat- 
tle as it is in the production of automobiles. Costs vary, depending on the fertility 
of grazing lands, the cost of breeding stock, the cost of feed and the cost of 
transportation to market. Clearly, at the ceiling price many cattle growers will 
find that they can raise cattle and ship to market at a profit and these cattle 
growers will continue to send their cattle to the packing plants. 


Those producers, however, who find that the ceiling price will not yield them 
a profit will attempt to withhold their product from the market at the price which 
would result in a loss. It may be that in many cases existing herds, raised at a 
high cost, could not be kept from the market, even though the market price entailed 
a loss. In this case, the short-run effect on the supply of cattle through the 
lowered price would not be as marked as the effect over a period of some time. 
Those cattle raisers who had sold at a loss would find that their assets had shrunk, 
and the incentive to raise further cattle at the ceiling price (and, therefore, ata 
loss) would be gone and their future production would be lost to the market. 


Age‘n it is not reasonable to expect that the low-cost producers could increase 














their production to the point where they alone could supply the market. The in- 
centive for them to have increased their production was greater before controls, 
when the profit to the low-cost producer was high. The profit now to the low-cost 
producer would be low and, if he could not expand his production under the mpst 
favorable conditions, it is certainly doubtful whether he could or would want to 
expand under conditions far less favorable. 


The principal purpose of the President ’s speech was to deluge Congress with 
letters and telegrams from consumers concerned with relatively fixed incomes 
and rising prices. He practically asked for this pressure in so many words, and 
his speech was so designed that it created fear of the price situation and its effect 
on the average consumer. 


Naturally, the average consumer will react in the way the President asked. 
Not being familiar with the principles of economics and being promised by the 
President that price controls can preserve the purchasing power of his income, 
he will exert what pressure he can on his representatives in Congress. 


Undoubtedly, a large number of Representatives and Senators are well- 
informed individuals who realize the futility of attempting to conceal the de- 
terioration of the buying power of our money by setting artificial prices by law, 
but all Congressmen can stay in Congress only if they continue to receive the 
votes of their constituents. If these constituents are misled into requiring an 
action on the part of their representatives which is not in accordance with sound 
principles, it does not reduce the political pressure on the representative any 
more than if the constituents were actually well-informed. Some statesmen 
will, of course, withstand this pressure at the risk of retiring to private life, but 
those who do will dilute still further the statesmanlike characteristics which 
Congress should have. 


The President in his speech took credit for the fact that price controls are 
now working and “getting results now - good results.” He points out that the 
prices of many items are lower now than they were five months ago. He tells 
of the buying wave that 


pushed prices up so rapidly that in January the government had to put on a gen- 
eral freeze of prices and wages. This was a rough emergency step, but it did 
check the price rise. As price controls took hold, people gained confidence 
and the buying wave subsided. Since February, we have been building up our 
price and wage control organization and improving our emergency controls. 
Most prices have held steady. A few have gone up slightly, but many have gone 
down. Many retailers, caught with overloaded shelves, have been starting bar- 


gain sales to get rid of the merchandise they acquired in the buying rush last 
winter. 


It is irrational to believe that price controls are responsible for the bargain 
sales and the drop in prices which have occurred quite recently. These sales 
have been held and prices have dropped because the public stopped buying, and 
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the public stopped buying because of the limitations on time payment sales and on 
credit generally. The only effective controls are those which will shrink the 
amount of currency and credit in the hands of the public, and the credit controls 
being imposed through Regulation X, Regulation W and through the voluntary 
controls agreed upon by the banking fraternity constitute one of our real hopes of 
controlling inflation. Coupled with the unpegging of government bonds by the 
Federal Reserve and the increase in the interest rate on government bonds, 
there is a good chance of being able to restrain any great amount of inflation. If 
we continue our present credit policies, price controls will work because they will 
be unnecessary. The only time that price controls will work is when they are 
not needed. 


One great advantage of education and of the accumulation of knowledge is that 
we learn to discover the fundamental cavses of our difficulties and stop treat- 
ing sympton:is. The witch doctor applies his concoctions to the rash or other out- 
ward indications of disease. The scientist attempts to correct the imbalance 
which is disturbing the system and which among its minor conSequences causes a 
rash. In economics there is a great tendency for politicians at all levels to fol- 
low the lead of the witch doctors and prescribe nostrums for the public to which 
they ascribe miraculous cures. Probably we need a rigidly enforced “pure food 
and drug act” for those bottling and prescribing economic nostrums. 














